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About the Environmental Finance Center Network (EFCN)

The Environmental Finance Center Network (EFCN) is a university-
based organization creating innovative solutions to the difficult how-
to-pay issues of environmental protection and improvement. The
EFCN works with the public and private sectors to promote
sustainable environmental solutions while bolstering efforts to
manage costs.

The Smart Management for Small Water Systems Program

This program is offered free of charge to all who are interested. The
Project Team will conduct activities in every state, territory, and the
Navajo Nation. All small drinking water systems are eligible to
receive free training and technical assistance.

What We Offer

Individualized technical assistance, workshops, small group
support, webinars, eLearning, online tools & resources, blogs



Areas of Expertise
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Asset Management
Energy Management Planning
Financial Management

Leadership Through Decision-making
and Communication

Managing Drought
Water Loss Reduction
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http://efcnetwork.orqg

Collaborating with Neighboring
Communities

Multi-funding

Water Conservation
Management and Finance 101
Climate Resiliency

Workforce Development
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Small Systems Blog

E___E_ N Innovative Finance Solutions for Environmental Services

Learn more about water finance and . T S
management through our Small Systems
Blog! Blog posts feature lessons learned Blog

from our training and technical
assistance, descriptions of available tools,
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Common Blog Topic Areas B P

Asset Management

Energy Management

Enhancing Regulatory Compliance

Fiscal Planning & Rate Setting

Funding Coordination

Managerial & Financial Leadership

Water Loss Reduction

Water System Collaboration efcnetwork.org/small_systems_blog/
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ENVIRONMENTAL FINANCE CENTER

Dedicated to enhancing the ability of
governments and other organizations
to provide environmental programs and
services in fair, effective, and
financially sustainable ways through:

A Applied Research
A Teaching and Outreach
A Program Design and Evaluation

UNC SCHOOL of GOVERNMENT

How you pay for it matte

" UNC http://efc.sog.unc.edu
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Objectives

A Know how to translate data in your financial
statements to indicators that assess the
overall financial health of your utility fund

A Interpret the indicator values to determine the
strengths and weaknesses of the utility fund

www.efcnhetwork.org
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Can You Sleep at Nig

Is your system self sufficient?

Are you able to cover your debt service after
paying for your day to day operations?

If your customers stop paying their bills, how
long can you maintain operations?

Can your system meet its short term
obligations?

How much Syst

already run out?

your

Operating Ratio

Debt Service
Coverage Ratio

Days Cash on
Hand

Current
Ratio

Asset
Depreciation

www.efcnhetwork.org
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Financial Benchmarking for Water Utillities

http :// www.waterrf.orqg/Pages/Projects.aspx?PID=4366

FINANCIAL

BENCHMAR

www.efcnhetwork.org
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Key Financial Indicators

http://efcnetwork.org/events/webinatis-your-water-systeni
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Key Financial Indicators

Glenn Barnes
Environmental Finance Center

University of North Carolina at Chapel Hill
919-962-2789

glennbarnes@sog.unc.edu
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Quick Review of Key Financial Indicators

Operating Ratio Current Ratio

Debt Service Days of Cash
Coverage Ratio on Hand

Asset Depreciation

www.efcnhetwork.org



Is your system self-sufficient?
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OPERATING REVENUES

27 OPERATING EXPENSES

DEPRECIATION

ANNUAL COST OF WEAR
AND TEAR ONTHE SYSTEM

Read morehttp://efc.web.unc.edu/2015/02/27/operatineratio/

www.efcnetwork.org
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Are you able to cover your debt
service after paying for your day
to day operations?

www.efcnhetwork.org
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Can your system meet Iits short
term obligations?
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UNRESTRICTED CURRENT ASSETS
EXCLUDING INVENTORIES AND
PREPAID ITEMS

CURRENT LIABILITIES



http://efc.web.unc.edu/2015/10/01/key-indicator-current-ratio/
http://efc.web.unc.edu/2015/10/01/key-indicator-current-ratio/
http://efc.web.unc.edu/2015/10/01/key-indicator-current-ratio/
http://efc.web.unc.edu/2015/10/01/key-indicator-current-ratio/
http://efc.web.unc.edu/2015/10/01/key-indicator-current-ratio/
http://efc.web.unc.edu/2015/10/01/key-indicator-current-ratio/
http://efc.web.unc.edu/2015/10/01/key-indicator-current-ratio/
http://efc.web.unc.edu/2015/10/01/key-indicator-current-ratio/

If your customers stop paying
their bills, how long can you
maintain operations?

www.efcnhetwork.org



Days Cash en henel

UNRESTRICTED CASH AND INVESTMENTS

OPERATING EXPENSES EXCLUDING
DEPRECIATION & AMORTIZATION / 365
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How much of Vyol
expected life has already run out?
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Asset Depreciation

Accumulated Depreciation

~ Gross Plant and Equipment

Caveat: this indicator is only as accurate as your depreciation
schedule, and even then historic pricing is likely to distort the results.

www.efcnhetwork.org



Where Do We Get

Started?

A Localgovernments: auditec
financial statements

A Nongovernments: balance
sheets, shareholder
reports, annual reports,
etc.
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Key Financial Indicators Exercise

Use your own audited financial statements (if available)
or use the financial statements of Bavaria from the handouts

And use the worksheet in the hando

B

cans 0
Key Financial Indicators Exercise [I UNL ~\=C EEEN

1. Operating Ratio
Operating ratio mnsuresselv -sufficiency. The revenue you get fro 1vw= ations,
dmdedby expenditures or expenses you make to keep operations

Natural Benchmark: > 1.0; higher preferred

Operating Expenses (excluding depreciation) (2-3)

2. Debt Service Coverage Ratio
A measure of the ability to pay debt service with operating revenue

Natural > 1.0, though funds fts t i above 1.0 (usually >1.2)

| .| |

Operating Revenues (1)  Operating Expenses (2-3)
fe :

(excluding

Principal & Interest on Long-Term Debt (4]

'

(N ——7]
R er——— www.efcnhetwork.org

Small Water Systems

UNC

ENVIRONMENTAL FINANCE CENTER



Bl N S
L~ ;?.A yo oo ke i

A Tale of Two Systems That Look
Similar On Paper...

A Bavaria and Mayberry

A Two average small town community
water systems from the same state

Note: Actual numbers from actual towns

www.efcnhetwork.org



Bavaria

Service
Population

Mayberry

Bavaria

Service

Connections .
yoberry

www.efcnhetwork.org



Bavaria

MHI

Mavyberry
B ' %
Percent avaria pA]
Poverty  ..verry 27%

www.efcnhetwork.org



. hough Vastly Dn‘ferent In Financial
Indlcators (and In Actual Appearance)

Mayberry Bavaria

ST www.efcnetwork.org T]] UNC
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Quick Overv
Statements

Small Water Systems
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Statement of Net Assets

A The assets and liabilities of the water
system on the day the financial
statements were prepared

www.efcnhetwork.org
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Statement of Revenues, Expenses &
Changes in Net Assets

A Annual operating and non-operating
revenues and expenses for the water
system

A Also transfers to and from the general
fund

www.efcnhetwork.org
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Statement of Cash Flows

-

A Money in and money out of the water
system

www.efcnhetwork.org
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Notes to Financial Statements

A Explanations, where needed, to the
financial statements

www.efcnhetwork.org
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inancial Indicators Exercise 0 't 20 EFtN
1. Operating Ratio
g i e et T oo,
i i = e o e e
[P —
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[
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4
Please calculate two numbearsne including
depreciation, and one excluding depreciation
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